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Introduction 


Since  1976  the  Institute  for  Policy  Analysis,  through  the  Policy  and  Economic 
Analysis  Program,  has  become  increasingly  involved  in  modelling  the 

provincial  economies  and  in  regional  policy  analysis.  In  early  1981  PEAP 
introduced  PRISM  (the  Provincial  Industrial  Satellite  Model)  which,  in  tandem 
with  the  FOCUS  national  macroeconometric  model,  is  intended  for  use  in 

regional  policy  analysis  and  longer-term  projection. 

PRISM  has  now  been  used  to  generate  several  projections  for  the  pro¬ 
vinces  -  most  notably  for  the  policy  study  commissioned  by  the  Ontario 

Economic  Council  (OEC).  Although  the  OEC  study  focuses  on  Ontario 

results,  it  does  provide  a  viable  scenario  for  Canada  and  the  provinces 

* 

through  1990.  While  events  have  overtaken  even  this  recent  projection,  it 
does  offer  one  possible,  albeit  relatively  optimistic,  outlook  for  the  Canadian 
economic  environment. 

This  Policy  Study  presents  the  results  of  a  more  recent  PRISM  projection 
initially  discussed  at  the  PEAP  Conference  on  the  Regional  Economies  held  10 
September  1982.  It  is  intended  to  provide  an  up-to-date  outlook  for  the 
national  and  provincial  economies  incorporating  current  data  and  the  present 
policy  environment. 

For  this  outlook  FOCUS  was  tuned  initially  to  the  Data  Resources  (DRI) 
low-trend  long-term  solution  of  February  1982,  which  was  based  on  the  con¬ 
fluence  of  relatively  pessimistic  inflation,  growth  and  policy  assumptions  and 
trends.  While  the  FOCUS  results  evolved  somewhat  differently  than  the  DRI 


This  study  was  concluded  in  the  spring  of  1982,  but  has  been  somewhat 
delayed  in  publication. 
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results,  the  inclusion  of  the  poor  economic  developments  established  by  the 
second  quarter  national  accounts  and  the  August  Labour  Force  Survey  added 
to  the  pessimism  of  this  scenario.  In  addition,  this  outlook  includes  a  number 
of  somewhat  gloomy  assumptions  intended  to  produce  a  'low-trend'  case. 
These  assumptions  will  be  noted  throughout  the  text. 

What  follows  is  a  brief  description  of  the  September  outlook's  national 
assumptions  and  results  to  1995.  This  is  followed  by  a  more  complete  expo¬ 
sition  of  the  long-term  industry  and  provincial  assumptions  and  results. 
Detailed  tables  of  the  results  are  provided  in  the  appendix. 
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The  national  outlook  -  FOCUS 


ASSUMPTIONS 

International  Environment:  Most  important  in  the  international  environment 
are  developments  in  the  U.S.  (see  Table  1).  While  the  point  of  departure  for 
the  FOCUS  outlook  was  the  long-term  low- trend  spring  DRI  forecast  for  the 
U.S.,  selective  adjustments  in  subsequent  FOCUS  runs  have  caused  it  to 
diverge  somewhat  from  the  DRI  assumptions.  The  principal  features  of  the 
U.S.  outlook  which  emerge  are  as  follows: 

The  U.S.  economy  experiences  sluggish  growth  in  total  real  output  in 
the  next  two  years  followed  by  a  slow  recovery.  Growth  remains  well 
below  potential  through  1983  and  at  or  only  slightly  above  potential 
throughout  the  recovery  period. 

The  U.S.  fails  to  improve  markedly  upon  the  inflation  experience  of  the 
1970s  and  early  1980s.  This  is  a  key  pessimistic  assumption  of  this 
scenario. 

The  Federal  Reserve  reinstates  relatively  severe  monetary  restraint 
during  the  winter  of  1983  to  avoid  backpedalling  on  inflation,  under¬ 
cutting  real  growth. 

Other  assumptions  concerning  the  external  environment  are: 

Canada's  other  major  trade  partners  suffer  similar  economic  malaise. 
The  Canadian  dollar  remains  stable  at  about  814  U.S.  as  a  good  balance 
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TABLE  1 

National  outlook  assumptions 


1962 

1974 

1981 

1986 

1991 

-73 

-80 

-85 

-90 

-95 

U.S.  real  GNE 

average  annual  growth 

4.4 

2.6 

1.8 

3.0 

1.9 

U.S.  GNP  deflator 

average  annual  growth 

3.7 

7.7 

8.2 

10.2 

9.7 

Population 

average  annual  growth 

1 . 6 

1.2 

.9 

.8 

.6 

Population  15+ 

average  annual  growth 

2.4 

2.1 

1.4 

1.0 

.9 

of  trade  performance 

in  1982, 

a  stable  gap  between  Canadian 

and  U.S. 

interest  rates  in  the 

next  few 

years  and 

a  favourable 

energy  balance  in 

the  late  1980s  and 

early  1990s  offset 

the  effect  of 

higher 

Canadian 

inflation  and  the  pursuit  of 

somewhat 

nationalistic 

economic 

policies. 

No  major  international 

financial 

shock  is  assumed. 

Energy:  The  energy  sector  continues  to  function  as  per 

the  NEP 

and  1981 

Pricing  Accords .  Table 

2  lists 

major  energy  projects 

included  in  the 

scenario. 

Real  oil  prices  increase  3  to  5 

per  cent 

per  annum  after  1985 

vis-a-vis 

the  U.S.  GNP  deflator.  (Zero  real  increase  in  the  near  term.) 

Poor  energy  product  demand  reflects  the  slow  economy  and  conservation 
efforts.  Slow  energy  supply  growth  reflects  substantial  cutbacks  in 
investment  in  the  early  years  of  the  scenario.  Energy  self-sufficiency  is 
achieved  by  1995-96. 

Population:  Population  growth  (see  Table  1)  slows  throughout  the  projection 
horizon  due  to  reduced  immigration  and  a  lower  natural  increase. 

Government  targets  for  immigration  are  lowered  in  reaction  to  high 
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TABLE  2 


Provinces  -  major 

projects 

On  stream 

Newfoundland 

Hibernia 

87-88 

Nova  Scotia 

Sable  Island  gas 

84-86 

Saskatchewan 

Tertiary  recovery  and  gas  production 

early  and 
mid  90s 

Alberta 

One  new  SYNCRUDE -type  tarsands  plant 

'New'  conventional  crude  and  gas 

early  90s 

British  Columbia 

Territories 

development 

Gas  and  port  development 

Additional  gas  development 

Beaufort  oil  production,  preliminary 

all  years 

84-86 

early  90s 

95 

domestic  unemployment  rates. 

The  combination  of  low  fertility  rates  and  fewer  individuals  entering  the 
prime  child-bearing  years  leads  to  lower  natural  population  increases. 

Growth  in  the  population  15  years  and  older  also  decelerates,  though  not 
as  fast  as  total  population  growth. 

High  unemployment  in  the  1980s  cuts  into  the  large  increases  in  the  par¬ 
ticipation  rate  seen  in  the  1970s.  This  is  due  to  a  sizeable  'discouraged 
worker'  effect. 

Government  Policy:  The  policy  environment  is  generally  assumed  to  continue 
as  it  now  exists.  However,  this  is  also  an  area  in  which  some  relatively 
pessimistic  assumptions  have  been  made.  For  example,  it  has  been  assumed 
that  there  will  be  little  significant  spillover  of  the  federal  6  and  5  per  cent 
wage  restraint  program  to  the  private  sector.  Also: 

Continued  public  sector  wage  and  spending  restraint  is  assumed  beyond 
1983,  though  it  is  not  expected  to  be  very  vigorous. 

Effective  personal  tax  increases  are  assumed  by  means  of  a  cap  on 
indexation  of  the  personal  tax  structure. 
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UIC  payments  increase  automatically  to  offset  the  large  volume  of  pay¬ 
ments  made  by  the  government  to  persons  during  the  recession. 

The  federal  government  reduces  some  income  transfers  to  the  provinces 
in  an  effort  to  reduce  its  deficit.  On  balance,  however,  the  provinces 
remain  less  in  deficit  than  the  federal  government. 

Monetary  policy  remains  tight  -  but  not  so  tight  as  to  stifle  a  modest 
recovery  despite  assumed  ongoing  inflation. 

On  a  brighter  note: 

It  is  assumed  that  corporate  tax  receipts  rise  as  corporate  profits 
recover  from  extremely  low  recent  levels. 

The  upshot  of  these  public  sector  assumptions  is  that  the  federal 
government,  in  particular,  manages  to  reduce  its  annual  deficit  markedly  over 
the  next  decade  and  one  half.  Provincial  governments  also  improve  their 
financial  position. 

Inflation:  Inflation  continues  virtually  unabated  at  almost  9  per  cent  right 

through  the  early  1990s  in  this  outlook.  While  inflation  is  obviously  not  an 
exogenous  variable,  it  is  influenced  by  many  factors  which  are  external  to 
FOCUS.  For  example: 

Energy  prices  are  assumed  to  escalate  in  real  terms  after  1985. 

Canadian  wage  determination  is  partially  a  reflection  of  social  mores. 
There  is  only  limited  latitude  for  salary  givebacks  in  this  country  like 
those  which  have  occurred  in  U.S.  heavy  industry.  Moreover,  it  is 
unclear,  to  some  U.S.  observers  at  least,  that  the  much-touted  U.S. 
'givebacks'  and  wage  reductions  represent  a  fundamental  change  in  U.S. 
labour  practices.  Instead,  they  argue  that  present  wage  and  price 
conditions  represent  merely  a  typical  reaction  to  a  severe  recession . 
(For  example,  see  Daniel  J.E.  Mitchell,  'Recent  Union  Contract  Con¬ 
cessions',  Brookings  Papers  on  Economics  Activity  (1/1982),  pp.  165-201 
and  John  T.  Dunlop,  'Working  Toward  Consensus',  Challenge  July/ 
August  1982,  pp.  26-34.  For  an  opposing  view  see  Audrey  Freeman,  'A 


6 


The  National  Outlook  -  FOCUS 


Fundamental  Change  in  Wage  Bargaining',  Challenge  July /August  1982, 
pp.  14-17.) 

The  large  volume  of  Canadian  output  and  consumption  which  is  traded 
abroad  makes  this  country  particularly  vulnerable  to  foreign  inflation, 
which  is  assumed  to  be  high  in  the  U.S.  and  world  economies  in  this 
scenario. 

The  large  number  of  non-market  determined  prices  in  Canada  takes  some 
inflation  outside  the  realm  of  purely  market  solutions. 

It  has  also  been  assumed  that  present  partly- voluntary ,  partly- 
mandatory  restraints  will  have  relatively  little  impact  on  wages  and 
prices  in  the  long  run.  (This  assumption  looks  increasingly  unlikely  for 
the  short  run. ) 

An  attempt  has  been  made  in  this  scenario  to  represent  a  number  of  the 
exogenous  inflation-producing  influences  mentioned  above.  The  result  is  high 
inflation  which  persists  throughout  the  projection  period  despite  the  inflation 
fighting  efforts  of  the  government. 

Several  important  results  follow  from  these  inflation  assumptions, 
specifically,  weak  real  growth,  poor  productivity  performance  and  high 
unemployment.  However,  the  intractable  inflation  problem  is  assumed  to 
eventually  force  the  government  to  change  policy  focus  slightly  from  inflation 
to  jobs.  Only  after  this  policy  change  does  the  recovery  develop  any 
momentum.  The  following  provides  more  specific  details  of  the  results. 

Results 


Major  results  are  summarized  in  Chart  1  and  Tables  3  and  4.  See  also 
Appendix  Tables  1-9. 

Real  GNE  recovers  steadily  though  unspectacularly  from  the  severe 
recession  in  1982.  Only  in  one  year,  1985,  is  growth  expected  to  exceed  5 
per  cent.  The  gap  between  actual  and  potential  output  opened  during  the 
recession  is  never  closed  in  this  scenario.  Table  4  and  Chart  2  provide  a 
breakdown  of  GNE  growth  by  demand  category. 

Consumption  recovers  vigorously  following  two  poor  years,  1982  and 

1983.  Growth  subsides  in  the  1990s  in  tandem  with  population  growth. 
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TABLE  3 

National  projection  -  summary 
Revised  low-trend  (per  cent) 


1962 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Real  GNP  growth 

5.8 

2.7 

1.9 

3.3 

2.6 

Inflation  (GNP  deflator) 

3.9 

10.0 

10.1 

9.1 

8.9 

90-day  paper  rate 

5.8 

10.0 

16 . 6 

14.5 

13.1 

Ind.  bond  rate 

7.3 

10.8 

16.3 

14.8 

14.3 

Unemployment  rate 

4.9 

7.3 

10.3 

9.0 

7.4 

Exchange  rate  (US$/Cdn.$) 

.95 

.93 

.81 

.81 

.81 

Government  spending 

remains 

steadfastly 

under  2 

per  cent 

growth  per 

annum  to  1995  as  governments  are  continually  constrained  by  their 
deficits . 

Investment  spending  after  recovering  from  the  82-83  recession  is  the 
major  'engine'  of  growth.  While  not  at  levels  foreseen  several  years  ago, 
there  is  considerable  investment  in  resource  extraction  and  in  upgrading 
existing  stock.  Except  for  two  strong  years  in  1984  and  1985,  housing 
revives  slowly  from  the  pre-1971  levels  of  activity  experienced  in  1982 
and  1983.  Non-residential  construction  and  machinery  and  equipment 
investment  benefit  from  major  energy  development  activity  in  the  mid- 
1980s  and  again  in  the  early  1990s. 

The  balance  of  trade  on  goods  and  services  improves  dramatically  in 
1982.  Thereafter,  the  balance  erodes  slowly  as  Canada's  inflation  out¬ 
paces  that  of  the  U.S.  while  the  Canadian  dollar  is  held  up  by  some 
resurgence  of  capital  inflows. 

Productivity  growth  remains  sluggish  by  historical  standards.  While 
rising  real  energy  prices  are  felt  by  some  to  have  had  an  important  role  in 
initiating  the  poor  productivity  performance  of  the  last  few  years,  more  stable 
real  energy  prices  are  not  assumed  to  have  the  reciprocal  effect  of  bolstering 
productivity  performance  in  this  scenario.  High  inflation  (especially  through 
its  impact  via  the  tax  system)  has  been  suggested  as  another  source  of  poor 
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TABLE  A 

Components  of  real  GNP  -  growth  rates 


1962 

-73 

197A 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

GNP 

5.8 

2.7 

1.9 

3.3 

2 . 6 

Consumption 

5.5 

3.6 

1.8 

3.6 

2.7 

Autos 

9.7 

1.7 

-2.7 

9.1 

3.2 

Durables  excl.  autos 

9.5 

A. 8 

1.6 

A. 2 

3.7 

Investment 

6.9 

3.5 

0 .  A 

3.8 

A. 7 

Residential 

7.7 

-2.3 

3.3 

1.1 

0.9 

Non-res.  struct. 

A. 6 

6.6 

1.6 

A. 5 

5.9 

Mach.  &  equip. 

9.1 

A. 8 

-2.1 

A. 5 

5.0 

Government 

5.2 

1.6 

1.2 

1 .  A 

1.8 

Exports 

9.0 

3.1 

2.3 

A.O 

3.6 

Imports 

8.5 

3.7 

1.6 

3.9 

A. A 

productivity  performance.  From  this  viewpoint,  the  persistence  of  inflation  in 
this  scenario  is  consistent  with  continued  poor  productivity. 

Furthermore,  the  model  is  unable  to  distinguish  that  it  is  the  'weak 
sisters'  or  poor  corporate  performers  which  presumably  have  been  weeded  out 
by  the  current  recession,  thereby  leaving  the  corporate  sector  stronger  and 
more  efficient.  On  the  other  hand,  the  recession  may  be  so  severe  that  even 
the  strong  sectors  will  be  unable  to  generate  major  productivity  growth.  In 
addition,  rather  than  letting  the  weak  sectors  die,  government  may  have  to 
support  them  because  of  their  tendency  to  be  large  employers.  The  net 
effect  is  that  productivity  is  projected  to  grow  quite  slowly. 

The  unemployment  rate  remains  above  11  per  cent  through  1984  and 
above  7  per  cent  until  1995.  A  gap  between  the  actual  and  natural 
unemployment  rate  persists  throughout  the  scenario.  (The  fact  that  inflation 
diminishes  little  in  the  face  of  these  high  unemployment  rates  suggests  that 
indeed  the  inflation  assumptions  are  pessimistic.) 

Interest  rates  remain  essentially  in  the  mid-teens,  moderating  only 
slightly  in  the  early  1990s.  Persistent  inflation  of  about  9  per  cent  and  the 
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maintenance  of  historically  high  real  interest  rates  keep  nominal  rates  high. 


The  composite  picture  is  one  of  conflicting  economic  developments  -  high 
inflation  and  severe  recession,  poor  productivity  and  high  unemployment  - 
with  a  single-minded  policy  intended  to  reduce  inflation  in  the  near  term. 
Following  a  refocusing  of  government  policy  more  on  job  formation,  but  with¬ 
out  abandonment  of  the  inflation  fight,  some  economic  progress  is  made  later 
in  the  scenario. 

Other  policy  environments  can  of  course  be  envisaged.  However, 
barring  a  government  policy  of  'growth  at  any  cost'  the  real  results  may  not 
be  very  different  from  those  shown,  assuming  that  inflation-fighting  must 
remain  a  major  focus  of  policy.  Even  assuming  less  exogenous  inflationary 
pressure  than  included  in  this  scenario,  there  is  little  latitude  for  expan¬ 
sionist  fiscal  and  monetary  policy  and  thus  for  substantially  stronger  real 
growth.  Put  otherwise,  more  exogenous  'room  to  manoeuvre'  on  inflation  is 
most  likely  to  be  used  to  lower  inflation  and  nominal  (but  not  real)  interest 
rates,  and  much  less  for  additional  real  growth.  So  while  this  scenario 
includes  pessimistic  inflation  assumptions,  the  end  results  are  similar  enough 
for  the  real  variables  to  those  for  a  less  inflationary  environment  to  make  this 
scenario  far  more  likely  than  a  strong  growth  scenario. 
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The  foregoing  FOCUS  results  provide  many  of  the  key  inputs  to  the  indus¬ 
trial/provincial  results  developed  with  PRISM.  In  the  first  PRISM  step  the 
final  demands  calculated  in  FOCUS  are  converted  by  means  of  an  input/output 
table  and  trend  adjustment  equations  to  national  industry  detail.  Detailed 
industry  output  results  are  summarized  in  Table  5  and  shown  year  by  year  in 
Appendix  Tables  12-14.  Shares  of  major  industry  groups  in  total  output  are 
shown  in  Chart  3. 

Not  surprisingly  the  goods-producing  sectors  suffer  most  from  the 
current  severe  recession.  Manufacturing  output  in  particular  takes  until  1985 
to  recover  its  1981  level  (perhaps  an  overly  pessimistic  outcome),  while  its 
growth  averages  3/4  of  1  per  cent  in  the  early  1990s.  Service  output,  on  the 
other  hand,  grows  quite  steadily  for  the  next  decade  and  one  half  except  for 
the  4  plus  per  cent  decline  in  1982. 

Output  in  the  primary  sector  falters  seriously  in  the  face  of  slack 
primary  goods  demand.  Despite  periodic  improvements  in  output  in  forestry 
and  in  mineral  fuels,  real  growth  in  the  primary  sector  averages  less  than  1 
per  cent  per  annum  over  the  projection  horizon. 

Among  the  manufacturing  sectors  the  outlook  varies  considerably. 

Following  a  modest  recovery,  food  and  beverage  industry  growth  recedes 

in  step  with  slower  population  growth. 

The  textile  and  clothing  industry  recovers  briskly  in  the  mid-1980s  only 

to  decline  in  the  early  1990s. 
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TABLE  5 

Growth  rates  by  industry  -  Canada 


1961 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

1. 

Agriculture,  Fishing 

2.8 

2.5 

2.0 

1.5 

.5 

2. 

Forestry 

5.5 

-0.3 

-0.8 

2.5 

1.4 

3. 

Mineral  Fuel 

10.7 

-1.2 

-0.2 

1.7 

4.0 

4. 

Other  Mining 

4.3 

0.9 

-2.2 

1.2 

.2 

5. 

Food  &  Beverages 

4.3 

2.0 

1.2 

1.4 

.5 

6. 

Textiles ,  Clothing 

6.7 

0.8 

1.2 

2.1 

-0.6 

7. 

Wood,  Furniture 

5.8 

1.4 

-0.6 

2.4 

1.6 

8. 

Paper  &  -Printing 

4.9 

2.7 

.5 

2.8 

1.5 

9. 

Metal  Fabricating 

6.0 

1.8 

.3 

2.1 

.  6 

10. 

Motor  Vehicles 

8.7 

-1.5 

4 . 6 

.9 

1.0 

11. 

Machinery  &  Trans. 

15.3 

2.7 

-1.2 

3.3 

.5 

12. 

Electrical  Products 

8.1 

0.5 

-0.3 

1.6 

-0.3 

13. 

Chemical,  Petroleum 

8.3 

2.8 

2.4 

3.6 

1.9 

14. 

Non-Metallic  Mineral 

5.9 

-0.5 

1.3 

2.5 

1.5 

15. 

Other  Manufacturing 

4.7 

1.8 

.8 

1.0 

-2.5 

Total  Manufacturing 

6.6 

1.6 

.9 

2.2 

.8 

16. 

Construction 

4.5 

2.4 

2.1 

2.3 

2.5 

17. 

Utilities 

8.0 

5.2 

3.6 

4.5 

3.8 

Total  Goods 

6 . 0 

1.9 

1.2 

2.4 

1.5 

18. 

Transportation 

6.6 

2.4 

1.5 

2.7 

1.6 

19. 

Communication 

6.9 

8.3 

5.9 

7.2 

6.1 

20. 

21. 

Trade 

Finance,  Insurance  & 

6.2 

2.7 

1.5 

3.7 

2.6 

Real  Estate 

5.2 

5.0 

3.3 

4.0 

2.6 

22. 

Other  Service  Industries 

6.0 

5.6 

4.0 

4.4 

3.6 

Total  Service  Industries 

6.0 

4.5 

3.0 

4.2 

3.2 

23. 

Government  Sector 

3.7 

-0.0 

1.5 

1.5 

1.6 

TOTAL 

(GDP  at  Factor  Cost) 

5.6 

2.9 

2.2 

3.3 

2.4 

The  wood  and  furniture  industries  reflect  the  depressed  U.S.  and 
Canadian  housing  sectors  in  the  near  term,  but  recover  moderately  in 
the  decade  following  1984. 

The  'metal  fabricating',  the  'machinery  and  other  transportation  equip- 
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ment'  and  the  'electrical  products'  industries  grow  very  slowly  in  the 
near  term  and  again  in  the  early  1990s  after  weak  recoveries  in  the  mid- 
1980s  and  1990s.  This  reflects  the  general  pattern  of  machinery  and 
equipment  investment  spending  and  continued  strong  import  competition. 

Motor  vehicle  output  recovers  from  very  low  levels  in  the  recent  past, 
but  grows  slowly  thereafter. 

The  paper,  printing  and  allied  industries  put  in  a  steady  performance 
throughout  the  outlook  horizon. 

Two  winners  in  the  manufacturing  sector  are  the  chemical  and  petroleum 
products  industry  and  the  non-metallic  mineral  products  industry.  The 
former  benefits  from  major  new  investment  and  from  the  assured  feed¬ 
stock  supply  during  this  period,  while  the  latter  benefits  from  major 
project  construction  in  the  later  1980s  and  the  1990s. 

-  The  construction  industry  recovers  only  slowly  from  its  current 
depressed  state.  However  in  1985  and  again  in  1990,  the  construction 
industry  experiences  9  plus  per  cent  growth  due  to  the  assumed  timing  of 
major  energy  project  activity. 

-  Utilities  also  suffer  a  decline  in  1982  output,  along  with  every  other 
commercial  sector  except  mineral  fuels.  However,  recovery  is  swift  in  this 
sector,  and  strong  growth  persists  into  the  mid-1990s.  Again  large  capacity 
additions  underlie  this  growth. 

-  All  commercial  service  sector  industries  recover  quickly  from  the  1982 
downturn.  Furthermore,  all  experience  steady  growth  throughout  the  pro¬ 
jection.  The  communications  sector,  in  particular,  sees  fast  growth,  which  is 
consistent  with  the  expected  'information  economy'  and  with  past  trends. 

-  The  government  sector  is  assumed  to  grow  steadily  at  about  1\  per 
cent  per  annum.  This  conforms  with  present  government  policy  and  allows 
for  a  further  gradual  reduction  in  the  relative  size  of  government  -  a  long 
established  trend. 
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ASSUMPTIONS 

Three  other  sets  of  assumptions  or  exogenously-projected  variables  are 
required  to  generate  the  provincial  projections  from  the  national  industry 
detail.  First  are  provincial  output  shares  by  industry.  These  are  applied  to 
the  national  industry  output  to  calculate  output  by  sector  and  province.  The 
sum  of  industry  outputs  in  each  province  yields,  of  course,  an  estimate  of 
aggregate  provincial  real  output.  The  second  set  of  assumptions  concerns 
differences  across  provinces  in  labour  productivity  in  each  sector.  The  third 
basic  set  of  exogenous  projections  is  for  provincial  population  -  especially  the 
population  of  labour-force  age. 

It  is  important  to  note  that  these  three  sets  of  assumptions  provide  a 
check  on  one  another.  Together,  the  output-share  and  productivity  assump¬ 
tions  will  have  a  major  impact  on  labour  demand,  while  the  population  pro¬ 
jections  will  affect  labour  supply.  Too  high  or  low  a  resulting  unemployment 
rate  for  a  province  will  signal  an  inconsistency  on  one  or  more  of  the  sets  of 
assumptions . 

The  three  areas  for  which  additional  PRISM  assumptions  must  be  made 
are  generally  projected  to  reflect  historical  trends.  Tables  6  through  8  show 
details  of  these  assumptions. 

Output  Shares:  In  PRISM  there  are  three  sources  of  change  in  aggre¬ 
gate  provincial  output  shares.  These  are: 

Changes  in  the  composition  of  national  final  demand.  These  can  change 
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the  industrial  mix  of  national  output  and  therefore  one  province's  output 
share  relative  to  others,  even  if  provincial  shares  within  sectors  remain 
unchanged.  A  change  in  the  industrial  mix  will  affect  most  strongly 
those  provinces  specializing  in  the  sectors  affected.  (E.g.,  a  higher 
demand  for  cars  raises  Ontario's  share  of  national  output  relative  to  the 
shares  of  other  provinces,  since  Ontario  is  the  major  auto-producing 
province. ) 

Changes  in  the  provincial  shares  of  primary  and  secondary  sectors 
brought  about  by  geographic  shifts  in  investment,  population,  resource 
availability,  population  skills,  shifts  in  incentives,  etc.  (E.g.,  east 
coast  natural  resource  development  or  expansion  of  Alberta's  petro¬ 
chemical  industry  capacity . ) 

Changes  in  provincial  shares  of  'nontransportable'  or  'nontradeable' 
sectors  -  largely  services  -  resulting  from  1  and/or  2  above.  (E.g., 
growth  in  retail  trade  or  real  estate  agencies  following  an  expansionary 
boom  in  a  particular  region.) 

The  first  and  third  changes  in  output  shares  are  for  the  most  part 
determined  within  PRISM  itself.  The  second  set  of  changes  requires 
industrial  output  shares  to  be  adjusted  to  reflect  specific  knowledge  about 
major  investment  programs  like  those  enumerated  in  Table  2. 

Additionally,  for  many  sectors  for  which  specific  information  on  future 
shifts  is  unavailable,  past  trends  -  where  strong  and  consistent  -  are  extra¬ 
polated  into  the  future.  Charts  4,  6,  7  and  9  illustrate  the  extrapolations  of 
share  shifts  made  for  'mining'  (other  than  mineral  fuels),  'pulp  and  paper', 
'primary  metals  and  metal  fabricating'  and  'chemicals'.  Charts  5  and  8 
illustrate  the  pattern  of  mineral  fuels  and  construction  shares  emerging  from  a 
combination  of  the  major  projects  of  Table  2  and  judgemental  projections  based 
on  past  trends.  The  provincial  shares  of  total  output  from  this  projection  are 
provided  in  Table  6  (and  plotted  in  Chart  14).  Charts  10  and  11  show  the 
evolution  of  output  shares  for  manufacturing  and  total  goods-producing . 

The  Newfoundland  and  Nova  Scotia  shares  of  mineral  fuels  jump  markedly 
as  Sable  Island  and  Hibernia  reach  production.  The  rising  shares  in  the 
two  eastern  provinces  shown  in  Chart  5  do  reduce  Alberta's  share  some¬ 
what,  as  do  increases  in  output  of  oil  (and  coal)  in  British  Columbia, 
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Chart  4 


Output  Shares  By  Province  -  Other  Mining 
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Chart  5 


Output  Shares  By  Province  -  Mineral  Fuels 
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Chart  6 


Output  Shares  By  Province  -  Pulp  and  Paper 
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Chart  7 


Output  Shares  by  Province  -  Primary  Metal  and  Metal  Fabricating 
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Chart  8 


Output  Shares  By  Province  -  Construction 
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Chart  9 


Output  Shares  By  Province  -  Chemicals  and  Petroleum 
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TABLE  6 

Real  output  shares  by  province 


Annual 

averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Newfoundland 

.014 

.014 

.0142 

.0150 

.0155 

Prince  Edward  Island 

.003 

.003 

.0027 

.0025 

.0025 

Nova  Scotia 

.026 

.024 

.0289 

.0244 

.0249 

New  Brunswick 

.019 

.019 

.0186 

.0184 

.0184 

Quebec 

.239 

.238 

.228 

.221 

.215 

Ontario 

.419 

.403 

.390 

.386 

.380 

Manitoba 

.043 

.040 

.038 

.037 

.037 

Saskatchewan 

.038 

.036 

.036 

.036 

.037 

Alberta 

.088 

.104 

.122 

.126 

.132 

British  Columbia 

.109 

.116 

.125 

.130 

.135 

Territories 

.002 

.002 

.0026 

.0027 

.0033 

Saskatchewan  ’nd  (in  1995)  the  Territories. 

Relative  output  shares  have  shifted  radically  in  'other  mining'  in  the  last 
decade  and  a  half.  In  this  scenario,  these  trends  are  projected  to 
continue  as  shown  in  Chart  4. 

In  the  construction  industry  provincial  shares  have  also  moved  signifi¬ 
cantly,  albeit  less  smoothly  than  in  some  other  sectors.  Generally  the 
trends  are  projected  to  continue  although  it  could  be  argued  that  the 
most  important  regional  shifts  have  now  taken  place  and  that  a  more 
stable  period  lies  ahead.  The  continued  high  projected  share  for  Alberta 
may  thus  be  overly  optimistic  for  that  province. 

Productivity  Differences:  The  second  group  of  assumptions  necessary  to 
PRISM  centres  on  provincial  industrial  labour  productivity  differentials. 
These  variables  affect,  of  course,  the  level  and  mix  of  provincial/industrial 
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Chart  10 


Output  Shares  By  Province  -  Manufacturing 
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Chart  11 


Output  Shares  By  Province  -  Goods  Producing 
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TABLE  7 


Labour  productivity  by  province:  all 
national) 

industries 

(per  cent 

deviation  from 

Annual 

averages 

1967 

1974 

1981 

1986 

1991 

-73 

-80 

-85 

-90 

-95 

Newfoundland 

-17 

-16 

-19 

-18 

-19 

Prince  Edward  Island 

-39 

-37 

-38 

-39 

-39 

Nova  Scotia 

-19 

-21 

-20 

-19 

-19 

New  Brunswick 

-22 

-21 

-23 

-24 

-24 

Quebec 

-12 

-7 

-6 

-6 

-6 

Ontario 

10 

5 

1 

1 

0 

Manitoba 

-9 

-10 

-12 

-11 

-10 

Saskatchewan 

-10 

-10 

-11 

-10 

-9 

Alberta 

11 

16 

20 

20 

20 

British  Columbia 

7 

7 

10 

10 

10 

employment.  Again, 

historical 

levels  and 

trends  are  the 

major  deter- 

minants  of  the  provincial  productivity-differential  projections. 

Aggregate  productivity  does  vary  considerably  from  province  to  province 
as  shown  in  Table  7,  and  for  a  variety  of  reasons,  among  which  differences 
in  industrial  composition  is  a  key  element. 

Table  8,  for  example,  shows  that  P.E.I.  manufacturing  productivity 
compares  very  unfavourably  with  the  national  average.  This  is  due  in 
part  to  the  almost  exclusive  concentration  of  manufacturing  in  P.E.I.  in 
the  labour  intensive  food,  feed  and  beverage  industry. 

On  the  other  hand,  Alberta's  strong  showing  in  terms  of  manufacturing 
productivity  reflects  in  part  the  relatively  large  share  of  the  chemical 
and  petroleum  products  and  non-metallic  minerals  industries  in  Alberta; 
both  are  high  productivity  sectors  nationally.  Moreover,  Alberta's 
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TABLE  8 

Productivity  -  manufacturing  (per  cent  deviation  from  national) 


Annual 

averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Newfoundland 

-32 

-45 

-55 

-60 

-64 

Prince  Edward  Island 

-37 

-50 

-51 

-52 

-54 

Nova  Scotia 

-43 

-39 

-38 

-35 

-33 

New  Brunswick 

-33 

-32 

-31 

-32 

-33 

Quebec 

-13 

-12 

-8 

-6 

-4 

Ontario 

15 

13 

9 

7 

5 

Manitoba 

-29 

-21 

-17 

-12 

-6 

Saskatchewan 

-8 

-15 

-12 

-12 

-12 

Alberta 

5 

5 

11 

13 

14 

British  Columbia 

1 

-1 

7 

10 

12 

attempt  to  develop  its  chemical  industry  on  a  world  scale  has  added  the 
efficiencies  of  large  scale  to  its  productivity  results. 

An  additional  factor  favouring  relative  productivity  improvements  in 
Alberta  and  British  Columbia  is  the  relatively  newer  vintage  of  their 
capital  stocks.  This  relatively  newer  capital  stock  is  more  likely  to 
embody  recent  technological  innovation.  The  strong  investment 
anticipated  in  the  west  suggests  a  continuation  of  these  productivity 
trends . 

Ontario's  large  scale  manufacturing  facilities  have  dominated  the  national 
economy  and  accounted  for  the  province's  high  relative  productivity  in 
the  past.  However,  as  new  economic  development  has  tended  to  shift 
west  and  Quebec's  productivity  has  increasingly  'caught  up'  to  the 
national,  Ontario  productivity  has  settled  towards  the  national  average. 

Barring  the  unusual  circumstances  of  Alberta  and  British  Columbia  where 
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TABLE  9 


Productivity  -  goods 

producing  (per 

cent  deviation 

from  national) 

Annual 

averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Newfoundland 

-11 

-11 

-20 

-19 

-21 

Prince  Edward  Island 

-60 

-58 

-62 

-62 

-61 

Nova  Scotia 

-35 

-33 

-33 

-29 

-27 

New  Brunswick 

-28 

-25 

-25 

-25 

-25 

Quebec 

-11 

-8 

-3 

-1 

3 

Ontario 

13 

10 

6 

6 

6 

Manitoba 

-23 

-22 

-22 

-19 

-14 

Saskatchewan 

-26 

-28 

-28 

-27 

-26 

Alberta 

21 

18 

12 

7 

1 

British  Columbia 

6 

3 

7 

6 

4 

the  industrial  composition  is  weighted  towards  high  productivity  industries, 

and  where  capital  and  management  are  on  average  newer  and  more  productive, 

the  tendency  in  recent  years  has  been  for  aggregate  provincial  productivities, 

* 

particularly  in  central  Canada,  to  converge  rather  than  drift  apart. 

Over  the  forecast  horizon  these  trends  are  expected  to  continue  with  the 
total  relative  productivity  of  most  provinces  moving  little  or  moving  towards 
the  national  average  with  the  significant  exception  of  Alberta  and  British 
Columbia.  The  productivity  of  the  two  western  provinces  is  expected  to 
increase  relative  to  the  national  average  because  of  the  high  proportion  of 
total  new  investment  going  to  these  provinces  and  leading  to  industrial 
diversification  following  the  development  of  the  mineral  fuels  sector. 

In  the  case  of  Newfoundland  it  is  conceivable  that  development  of  the 


See  Pierre  Fortin,  Economic  Growth  in  Quebec  (1978-80):  The  Human 
Capital  Connection,  PEAP  Policy  Study  No.  82-4,  September  1982. 
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mineral  fuels  sector  would  buoy  relative  productivity  in  at  least  some  sectors 
as  it  did  in  the  1970s  in  Alberta  and  British  Columbia.  However  the  present 
projections  adopt  the  'safer'  but  more  pessimistic  course  of  continuing  a 
relatively  poor  productivity-differential  for  Newfoundland  into  the  future. 
Nova  Scotia  manufacturing  does  show  an  improvement  in  its  differential 
through  the  projection;  this,  however,  is  more  the  result  of  a  larger  share  of 
the  high-productivity  chemical  and  petroleum  sector  in  its  manufacturing  mix 
than  an  improvement  in  its  productivity  differential  within  individual  sectors. 

Note  finally  that  while  past  trends  have  generally  been  extended  for 
individual  sectors  within  provinces,  the  result  for  aggregate  provincial  pro¬ 
ductivity  differentials  also  depends  on  the  changing  relative  industrial  mix 
within  sectors.  The  aggregate  results  reported  in  Tables  7,  8  and  9,  and  in 
Chart  12  are  thus  not  solely  the  result  of  sector-by-sector  and  province-by¬ 
province  extrapolation.  Note,  for  example,  in  Table  8  that  the  productivity 
differential  of  Alberta  does  continue  to  improve  in  the  1980s  and  1990s 
reflecting  the  basic  extrapolations  discussed  above.  However,  the  aggregate 
differential  for  Alberta  levels  off  in  the  1980s  and  1990s  (see  Table  7  and 
Chart  12).  The  reason  is  the  high  share  of  mineral  fuels  and  the  growing 
share  of  mining  in  Alberta  -  each  of  these  sectors  is  projected  nationally  to 
feature  low  or  negative  productivity  growth. 

Population: 

Finally,  the  growth  of  total  population  and  of  population  of  labour-force 
age  by  province  (see  Chart  13  and  Table  10)  incorporates  exogenous  pro¬ 
jections  done  independently  by  David  Foot.  (David  Foot,  Canada's  Population 
Outlook,  Canadian  Institute  for  Economic  Policy,  Ottawa,  1982.)  The  basic 
scenario  used  was  of  'high  westward  migration';  however,  some  reduction  in 
the  extent  of  net  migration  to  Alberta,  and  out  of  Newfoundland,  was  incorp¬ 
orated  in  the  scenario  in  order  to  achieve  a  consistent  projection.  Generally 
the  labour  force  source  population  growth  is  expected  to  decelerate  (see 
Table  10). 

The  slowest  growth  is  expected  from  Quebec  west  to  Saskatchewan. 

The  strongest  growth  occurs  in  Alberta  and  British  Columbia  which 

benefit  from  westward  net  migration. 

A  low  rate  of  natural  increase,  as  well  as  some  out-migration,  keeps 
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Productivity:  Ratio  to  National  Average 
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TABLE  10 

Growth  of  labour-force  source  population 


Annual 

averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Canada 

2.7 

2.1 

1.4 

1.0 

.9 

Newfoundland 

2.4 

2.3 

2.0 

1.5 

1.3 

Prince  Edward  Island 

1.9 

2.3 

1.1 

1.2 

1.2 

Nova  Scotia 

2.2 

1.9 

1.1 

1.0 

1.0 

New  Brunswick 

2.2 

2.3 

1.3 

1.2 

1.2 

Quebec 

2.2 

1.6 

.5 

.2 

.3 

Ontario 

3.0 

2.0 

1.3 

1.0 

.9 

Manitoba 

1.6 

1.1 

.8 

.8 

.  6 

Saskatchewan 

.3 

1.8 

1.6 

.7 

.5 

Alberta 

3.4 

4.1 

3.3 

2.2 

1.5 

British  Columbia 

4.1 

2.8 

2.5 

2.0 

1.6 

population  growth  low  in  Quebec  and,  to  a  lesser  extent,  in  Manitoba 
(and,  in  the  later  1980s,  Saskatchewan).  (Fertility  fell  in  Quebec  before 
the  other  provinces  and  the  'baby  boom'  was  smaller  and  ended  earlier.) 

For  Newfoundland  net  out-migration  is  not  as  high  as  in  some  past 
estimates,  reflecting  a  relative  increase  in  opportunity  in  the  province 
due  to  Hibernia  and  related  developments. 
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Provincial  projection:  overview  of  results 


OUTPUT 

Chart  14  illustrates  the  pattern  of  total  output  shares  by  region  over  the 
projection  horizon.  Generally,  central  Canada  experiences  a  declining  share 
of  output  while  the  shares  of  Alberta  and  British  Columbia  grow.  This  is 
not,  of  course,  an  indication  of  negative  growth  in  central  Canada,  but 
rather  a  result  of  relatively  strong  growth  in  the  west  (see  Table  11  and 
Chart  15).  The  output  share  of  the  Atlantic  provinces  remains  virtually 
constant.  Within  the  Atlantic  region  there  are  (small)  increases  in  share  for 
Newfoundland  and  Nova  Scotia,  and  decreases  for  New  Brunswick  and  Prince 
Edward  Island. 

OUTPUT  DEFLATORS 

Table  12  presents  a  summary  of  provincial  output  deflators,  while  Table  13 
shows  shares  of  nominal  output  by  province.  It  is  important  to  note  that  the 
output  deflators  are  measures  of  the  prices  of  the  output  of  the  provinces 
and  not  measures  of  inflation  in  the  prices  of  consumer  goods  or  other  ex¬ 
penditure  items.  (No  estimate  has  been  made  of  consumer-price  inflation  by 
province,  and  indeed  the  differentials  are  often  not  large.)  As  an  output 
price,  a  rise  in  this  deflator  is  'good'  for  the  province  concerned,  in  that  it 
represents  a  shift  in  the  terms  of  trade  in  its  favour.  Note  that  the  highest 
growth  rate  for  1973-80  and  1981-85  is  for  Alberta,  reflecting  the  increased 
relative  prices  for  oil  and  gas. 

The  continued  move  towards  world  prices  in  oil  and  gas  keeps  the 
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Provincial  Projection:  Overview  of  Results 


TABLE  11 

Growth  rates  of  real  output  by  province 


Annual 

averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Canada 

5.2 

2.9 

2.2 

3.3 

2.4 

Newfoundland 

5.2 

3.4 

2.7 

4.5 

2.6 

Prince  Edward  Island 

5.2 

2.4 

.9 

2.9 

2.3 

Nova  Scotia 

4.1 

2.4 

2.1 

3.7 

2.9 

New  Brunswick 

5.5 

2.2 

2.1 

3.2 

2.5 

Quebec 

5.0 

2.9 

1.0 

2.8 

1.9 

Ontario 

5.1 

1.8 

2.4 

3.0 

2.0 

Manitoba 

4.7 

1.6 

1.8 

3.1 

2.2 

Saskatchewan 

1.5 

3.3 

2.1 

3.7 

3.0 

Alberta 

6.9 

6.7 

3.0 

3.9 

3 . 6 

British  Columbia 

6.3 

4.2 

3.0 

4.0 

3.2 

Territories 

8.4 

.7 

4.7 

4.5 

7.6 

Alberta  deflator  above  the  national  average  in  1981-85.  In  the  later 
1980s,  oil  prices  move  more  at  average  rates,  and  the  share  of  Alberta 
in  mineral-fuels  production  declines,  leaving  its  output  deflator  at  about 
the  national  average. 

The  deflators  of  Newfoundland  and  Nova  Scotia  rise  in  the  1980s, 
reflecting  the  increased  weight  of  oil  and  gas  production  in  their 
economies.  There  is  a  similar  surge  for  the  Territories  in  the  early 
1990s. 

Quebec  and  Ontario  remain  somewhat  below  the  national  average  in  the 
1980s,  as  in  1973-80.  The  'terms  of  trade'  shift  gradually  against  each 
as  oil  and  gas  consumers  rather  than  producers. 

Shares  of  nominal  output  (Table  13)  reflect  not  only  real-output  but  also 


37 


Chart  15 


Output  Growth  -  By  Region 


P 

E 

R 

C 

E 

N 

T 


RGON 


YR 


Provincial  Projection:  Overview  of  Results 


TABLE  12 

Growth  rates  of  GDP  deflators  by  province 


Annual  averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Canada 

5.1 

10.7 

10.1 

9.1 

8.9 

Newfoundland 

4.7 

10.5 

10.9 

14.0 

8.8 

Prince  Edward  Island 

6.5 

10.9 

9.2 

9.8 

9.4 

Nova  Scotia 

6.2 

9.9 

11.1 

10.3 

9.5 

New  Brunswick 

5.1 

11.2 

9.3 

9.0 

8.7 

Quebec 

4.0 

10.1 

9.9 

8.9 

8.5 

Ontario 

5.3 

10.1 

9.9 

8.9 

8.6 

Manitoba 

5.2 

9.9 

9.8 

9.1 

8.6 

Saskatchewan 

5.7 

11.7 

9.2 

9.2 

8.9 

Alberta 

5.1 

12.7 

10.9 

9.2 

9.0 

British  Columbia 

6 . 1 

9.5 

10.2 

9.3 

8.7 

Territories 

6.4 

13.6 

8.8 

9.3 

14.6 

terms-of-trade  shifts. 

and  are  thus 

a  first 

measure 

of  provincial 

income . 

Note  the  major  increases  in  share  for  Alberta  over  both  the  1970s  and 
1980s,  the  combined  result  of  high  activity  and  a  favourable  terms-of- 
trade  shift. 

Note  also  the  rise  in  share  in  the  late  1980s  for  Newfoundland  and  Nova 
Scotia. 

A  long-term  loss  of  income  share  is  concentrated  in  the  four  central 
provinces  -  New  Brunswick  through  Manitoba. 

EMPLOYMENT;  UNEMPLOYMENT  RATES 

Table  14  and  Chart  16  show  average  unemployment  rates  by  province  and 
region  respectively. 


39 


The  Ontario  Economy  1982  -  1995 


TABLE  13 

Shares  of  nominal  GDP  -  by  province 


Annua 1 

averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Newfoundland 

.0138 

.0137 

.0140 

.0174 

.0192 

Prince  Edward  Island 

.0028 

.0029 

.0028 

.0027 

.0027 

Nova  Scotia 

.0254 

.0245 

.0236 

.0257 

.0271 

New  Brunswick 

.0193 

.0199 

.0190 

.0185 

.0184 

Quebec 

.243 

.231 

.216 

.206 

.199 

Ontario 

.412 

.382 

.369 

.361 

.351 

Manitoba 

.043 

.040 

.036 

.036 

.035 

Saskatchewan 

.039 

.043 

.042 

.042 

.043 

Alberta 

.089 

.122 

.  140 

.155 

.163 

British  Columbia 

.109 

.118 

.124 

.  131 

.136 

Territories 

.0028 

.0033 

.0035 

.0037 

.0049 

Unemployment  rates  rise  in  all  provinces  in  1981-85,  relative  to  1973-80. 
The  most  notable  increases  are  in  Quebec  (4  percentage  points)  and 
Alberta  (2+  percentage  points  but  a  50  per  cent  increase).  There  is 
also  a  large  relative  increase  in  Ontario,  but  the  province  does  stay 
below  the  national  average. 

In  the  later  1980s  and  early  1990s  the  national  unemployment  rate  falls, 
and  all  provincial  rates  as  well  -  but  to  varying  degrees. 

The  decline  in  the  Newfoundland  rate  is  still  such  as  to  leave  it  with  the 
highest  rate  -  despite  Hibernia  activity  and  a  high  growth  rate  for 
employment.  The  unemployment  rate  remains  high  because  increased 
activity  encourages  many  'discouraged  workers'  to  re-enter  the  labour 
force.  Even  so,  the  Newfoundland  participation  rate  remains  the  lowest 
in  the  country. 

The  Quebec  unemployment  rate  falls  more  than  the  national  average  in 
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Provincial  Projection:  Overview  of  Results 


TABLE  14 

Unemployment  rates  -  by  province 


Annual 

pverages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Canada 

5.2 

7.3 

10.3 

9.0 

7.4 

Newfoundland 

7.9 

14.5 

16.2 

14.4 

12.3 

Prince  Edward  Island 

7.3 

9.5 

12.8 

12.3 

11.5 

Nova  Scotia 

5.8 

9.3 

12.4 

11.0 

9.5 

New  Brunswick 

6 . 5 

10.9 

14.1 

13.2 

11.4 

Quebec 

6.4 

9.1 

13.2 

11.8 

9.8 

Ontario 

4.2 

6.4 

9.4 

7.9 

6.3 

Manitoba 

4.4 

5.2 

7.3 

6.2 

5.8 

Saskatchewan 

3.3 

3.9 

5.8 

5.2 

4.1 

Alberta 

4.4 

4.0 

6 . 6 

6 . 2 

4.5 

British  Columbia 

6 . 5 

7.8 

10.5 

9.2 

7.8 

the  later  1980s  and  early  1990s  even  with  a  considerable  increase  in 
participation.  The  low  rate  of  labour-force  growth  in  Quebec  should 
give  a  downward  thrust  to  the  Quebec  unemployment  rate  in  the  later 
1980s  and  1990s. 

Unemployment  rates  also  fall  in  the  west,  but  not  to  earlier  low  levels. 
Of  course,  western  rates  are  especially  sensitive  to  assumptions  about 
interprovincial  migration . 

PERSONAL  INCOME 

All  incomes  are  deflated  to  real  terms  by  the  national  CPI.  Since  estimation 
of  personal  income  is  only  rudimentary  as  yet  in  the  PRISM  model,  the  figures 
should  be  taken  as  suggestive  only.  Real  personal  income  per  capita  is 
summarized  in  Table  15  and  Chart  17  and  is  expressed  as  a  ratio  to  the 
national  average.  Growth  rates  of  real  personal  disposable  income  per  capita 
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Provincial  Projection:  Overview  of  Results 


TABLE  15 

Ratio  of  real  disposable  income  per  capita  to  national 


Annual 

averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Newfoundland 

.  66 

.69 

.68 

.73 

.76 

Prince  Edward  Island 

.69 

.73 

.76 

.74 

.75 

Nova  Scotia 

.80 

.81 

.81 

.82 

.84 

New  Brunswick 

.74 

.76 

.74 

.74 

.75 

Quebec 

.90 

.91 

.91 

.91 

.92 

Ontario 

1.15 

1.09 

1.07 

1.05 

1.02 

Manitoba 

.96 

.97 

.95 

.95 

.95 

Saskatchewan 

.85 

.99 

.97 

1.01 

1.07 

Alberta 

1.00 

1.05 

1.13 

1 . 16 

1.20 

British  Columbia 

1.09 

1.10 

1.10 

1.10 

1 . 10 

are  summarized  in  Table  16. 

In  1981-85  three  provinces  -  Ontario,  Quebec  and  British  Columbia  -  are 
below  the  low  national  average  growth  rate.  With  the  higher  portions  of 
income  coming  from  transfers  in  the  Atlantic  provinces  (and,  to  some 
extent,  Quebec),  declines  in  output  and  activity  have  less  of  a  relative 
impact  on  incomes.  In  the  west,  the  fact  that  real  growth  itself  is  above 
average  keeps  income  growth  up. 

In  1986-90  income  growth  is  above  average  in  Newfoundland  and  Nova 
Scotia  -  again  reflecting  energy  income.  This  assumes  that  some  of  the 
additional  revenue  from  royalties  is  passed  on  to  residents  by  their 
provincial  governments  in  the  form  of  reduced  tax  burdens. 

Alberta  recovers  its  former  position  with  respect  to  income  growth,  and 
Saskatchewan  also  does  well.  The  British  Columbia  per  capita  income  is 
in  part  kept  near  the  national  average  by  in-migration. 
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Provincial  Projection:  Overview  of  Results 


TABLE  16 


Growth  rates  of  real  personal 

disposal 

income  per 

capita 

-  by  province 

Annual  averages 

1967 

-73 

1974 

-80 

1981 

-85 

1986 

-90 

1991 

-95 

Canada 

4.3 

2.5 

.8 

1.4 

1.3 

Newfoundland 

5.4 

2.1 

2.2 

2.6 

1.7 

Prince  Edward  Island 

7.0 

2.4 

.7 

1.4 

1.5 

Nova  Scotia 

5.3 

2.5 

1.0 

1.8 

1.8 

New  Brunswick 

5.5 

2.0 

1.1 

1.4 

1.4 

Quebec 

4.0 

3.1 

.  6 

1.5 

1.3 

Ontario 

4.0 

1.9 

.6 

.9 

.8 

Manitoba 

5.3 

1.6 

1.1 

1.5 

1.2 

Saskatchewan 

4.5 

2.2 

1.5 

2.6 

2.3 

Alberta 

4.0 

4.1 

1.3 

2.0 

2.1 

British  Columbia 

4.2 

2.7 

.  6 

1.3 

1.3 

The  rate  of  growth  for  Saskatchewan  may  be  a  trifle  high  as  a  result  of 
a  combination  of  good  returns  to  farmers  and  relatively  low  population 
growth . 

A  comparison  of  the  later  1980s  and  early  1990s  and  1962-73  shows  that 
personal-income  differentials  have  generally  narrowed  and  are  projected 
to  continue  to  do  so.  Exceptions  are  Alberta  and  Saskatchewan  -  which 
continue  to  rise  above  the  national  average,  and  New  Brunswick  and 
Manitoba  -  which  neither  gain  nor  lose. 

Ontario,  Alberta  and  British  Columbia  remain  the  principal  'have'  pro¬ 
vinces.  Alberta  supplants  Ontario  and  British  Columbia  as  the  province 
of  highest  relative  income  -  but  the  ratio  is  not  much  greater  than  that 
of  Ontario  in  1967-73. 

Newfoundland  catches  up  to  New  Brunswick  and  Prince  Edward  Island, 
especially  with  Hibernia.  Still,  the  Atlantic  remains  well  behind  the 
central  and  western  regions. 
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6 

Results  by  province 


Tables  17  and  18  provide  summary  results  by  province.  For  the  very  near 
term  it  should  be  noted  that  because  provincial  output  data  are  published 
only  after  considerable  delay,  available  labour-force  survey  data  have  been 
used  to  give  rough  estimates  of  current  output  and  employment  developments. 

The  Newfoundland  economy  finally  begins  to  enjoy  a  taste  of  prosperity 
in  this  scenario  as  a  result  of  the  Hibernia  oil  field  development. 

RDP  grows  in  excess  of  3  per  cent  per  annum  through  the  1980s  after  a 

3 \  per  cent  decline  in  1982. 

Construction  RDP  benefits  from  the  Hibernia  development  in  the 

1980s. 

Utilities  grow  robustly. 

Associated  services  grow  briskly. 

Employment  grows  very  fast,  particularly  during  the  building  phase  of 

Hibernia. 

The  unemployment  rate  winds  down  from  over  17  per  cent  in  1983 

and  1984  to  under  12  per  cent  by  1995. 

Real  personal  disposable  income  per  capita  grows  rapidly  but  only  lifts 

Newfoundlanders'  income  from  2/3  to  3/4  of  the  national  average. 

Prince  Edward  Island  experiences  a  severe  recession  in  1982  suffering  a 
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Results  by  Province 


decline  of  over  10  per  cent  in  RDP.  (Remember  that  in  the  case  of  a  small 
province  like  Prince  Edward  Island,  these  results  are  more  suspect.) 

RDP  recovers  to  pre-1982  levels  after  1986. 

The  most  affected  sectors  are  agriculture,  fishing  and  construction. 
Steady  growth  is  projected  during  the  rest  of  the  1980s  and  the 
1990s.  No  immediate  rebound  is  expected  however. 

Employment  grows  moderately,  about  as  fast  as  the  labour  force.  As  a 
result  the  unemployment  rate  changes  little  coming  down  from  13^  per 
cent  to  about  ll\  per  cent  in  13  years. 

Per  capita  disposable  income  remains  an  almost  constant  3/4  share  of  the 
national  average  throughout. 

Nova  Scotia  experiences  a  severe  recession  with  RDP  falling  8^  per  cent  in 
1982,  based  on  current  employment  figures.  (Reconsideration  of  the  output 
figures  would  suggest  a  less  severe  downturn  in  1982  -  and  higher  pro¬ 
ductivity  -  but  perhaps  less  of  a  recovery  in  1983 ,  still  leading  as  the 
present  results  do  into  the  longer  term.)  However,  development  of  Sable 
Island  gas  produces  a  fast  recovery  and  strong  employment  growth. 

RDP 


Strong  growth  is  experienced  in  construction  and  utilities  in  the 
early  years. 

Mineral  fuels  production  jumps  in  1985-6  with  Sable  Island  coming 
on  stream. 

Electrical  products  bounce  back  after  a  very  poor  1982. 

Chemical  and  petroleum  products  output  grows  very  fast  for  the 
rest  of  the  1980s  on  the  assumption  of  spinoffs  from  Sable  Island 
(and  Hibernia). 

Employment  grows  very  fast  in  1984  and  1985.  The  unemployment  rate 
declines  from  13^  per  cent  to  just  over  9  per  cent  by  1995  while 
remaining  2  percentage  points  above  the  national  average. 

Real  per  capita  disposable  income  rises  from  80  to  85  per  cent  of  the 
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national  average. 

New  Brunswick  experiences  a  4  1/3  per  cent  decline  in  RDP  in  1982  from 
which  it  recovers  steadily. 

RDP  shows  no  dramatic  winners  or  losers  except  perhaps  the  pulp  and 
paper  industry,  which  performs  very  well. 

Employment  grows  moderately  so  that  the  unemployment  rate  falls  from  15 
plus  per  cent  to  less  than  11  per  cent. 

Real  disposable  income  remains  3/4  of  the  national  average  throughout. 

Quebec  experiences  a  very  serious  decline  -  over  9  per  cent  -  in  RDP  in 
1982,  with  a  14  per  cent  decline  in  the  goods-producing  sector.  Again,  this 
may  be  an  overreaction  to  poor  employment  figures  currently  available.  Some 
modest  relative  productivity  gains  could  mean  a  smaller  decline  in  output  for 
the  (known)  decline  in  employment.  As  with  Nova  Scotia,  probably  both  the 
extent  of  the  1982  decline  and  of  the  1983  recovery  are  too  large. 

Growth  in  manufacturing  RDP  remains  weak,  experiencing  less  than  one 
per  cent  growth  per  annum  in  the  1990s. 

Textiles  and  clothing  in  particular  experience  severe  problems  in 
the  1990s. 

The  food  and  beverage  sector  grows  slowly. 

Construction  remains  very  weak. 

Electric  power  and  gas  utilities  grow  quickly  as  the  James  Bay 
development  continues  and  the  gas  pipeline  extends  natural  gas  use 
in  the  province. 

Employment  grows  quite  slowly;  however,  the  labour  force  grows  even 
more  slowly.  As  a  result,  the  unemployment  rate  falls  from  over  14  per 
cent  to  over  9  per  cent  in  1995.  Still,  the  unemployment  rate  remains 
well  over  2  percentage  points  above  the  national  average. 

Real  per  capita  disposable  income  remains  about  91  per  cent  of  the 
national  average. 

Ontario  manufacturing  suffers  a  1\  per  cent  decline  in  1982  though  a  less 
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than  3  per  cent  decline  in  total  RDP. 

Sectors  hard  hit  include  wood  and  furniture,  machinery  and  other 
transportation  equipment,  electrical  products  and  non-metallic 
mineral  products,  all  reflecting  weak  consumer  and  investment 
spending  during  the  recession. 

Construction  never  does  recover  strongly. 

General  goods-producing  weakness  is  anticipated  in  the  early  to 
mid-1990s . 

Employment  growth  is  strongest  during  the  recovery  period  to  1985. 
The  unemployment  rate  drops  from  11  per  cent  to  6  per  cent,  approxi¬ 
mately  1  percentage  point  below  the  national  average. 

Real  per  capita  disposable  income  ranges  from  8\  per  cent  above  the 
national  average  in  1982  to  less  than  1  per  cent  above  by  1995.  Average 
annual  growth  in  real  disposable  income  is  the  slowest  in  the  country, 
but  it  is  important  to  remember  that,  even  so,  the  level  of  Ontario 
income  remains  above  the  national  average. 

Manitoba  takes  the  recession  hardest  in  the  primary  sector  -  particularly 
mining.  The  total  decline  in  RDP  in  1982  is  expected  to  be  just  over  6  per 
cent.  Recovery  is  relatively  swift  and  strong. 

RDP  falls  most  in  the  electrical  products  and  non-metallic  minerals 
sectors  following  a  strong  1981.  These  sectors  rebound  quickly. 

Trade  also  contracts  seriously  in  1982  on  top  of  a  poor  1981. 

The  government  sector  grows  very  slowly. 

The  1990s  expose  serious  problems  in  specific  manufacturing 
sectors,  e.g.,  food  and  beverages;  however,  services  look 
relatively  good  -  as  in  the  country  as  a  whole. 

Employment  and  the  labour  force  grow  slowly  except  for  a  sharp  upturn 
in  employment  in  1985.  The  unemployment  rate  falls  from  about  8  per 
cent  to  5  3/4  per  cent,  well  below  the  national  average  throughout. 
Real  per  capita  disposable  income  remains  essentially  at  95  per  cent  of 
the  national  average  over  the  outlook. 
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Saskatchewan  experiences  a  very  fast  recovery  following  one  of  the  milder 
recessionary  impacts  in  the  country  in  1982. 

RDP  experiences  a  broadly  based  recovery.  Even  manufacturing  does 
well  relative  to  most  provinces. 

Employment  growth  is  very  steady. 

Real  per  capita  disposable  income  rises  from  3\  per  cent  below  to  almost 
9  per  cent  above  the  national  average.  Resources,  energy,  and  agri¬ 
culture  all  contribute  to  this  result. 

Alberta  experiences  only  a  3  1/3  per  cent  setback  in  1982,  reflecting  in  part 
a  15  per  cent  decline  in  construction. 

Manufacturing  RDP  also  declines  5  1/3  per  cent  but  bounces  back 
quickly . 

The  important  manufacturing  sectors  of  food,  primary  metals  and 
metal  fabricating,  and  chemical  and  petrochemical  products  recover 
pre-recession  levels  during  1984  if  not  1983. 

Construction  recovers  by  1986,  and  then  continues  to  grow.  (A 
major  danger  to  Alberta  is  a  more  severe  setback  to  general  con¬ 
struction  than  that  projected  here . ) 

Utilities  provide  an  important  source  of  growth  through  the  1990s. 
Mineral  fuels  output  varies  around  the  1981  level  until  1993  when  a 
major  new  synthetic  facility  comes  on  stream. 

Employment  grows  robustly  after  1983.  The  unemployment  rate  falls  from 
8  per  cent  to  a  more  usual  3  plus  per  cent. 

Real  per  capita  disposable  income  climbs  from  12  per  cent  to  22  per  cent 
above  the  national  average. 

British  Columbia's  RDP  tumbles  4  per  cent  in  1982;  however,  the  recovery  is 
very  strong. 

The  pulp  and  paper  industry  recovers  well. 

Wood  and  furniture  output  recovers  more  slowly  until  North 
American  construction  picks  up. 

British  Columbia  construction  recovers  well  from  a  10  per  cent 
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drop.  Port  development  projects  help. 

Electric  power  and  gas  utilities  experience  strong  growth. 

The  service  sector  appears  very  strong. 

Mineral  fuels  production  jumps  in  1984  and  continues  to  grow  in 
most  years  thereafter. 

Employment  grows  very  fast.  Unemployment  drops  from  12\  per  cent  to 
1\  per  cent. 

Real  per  capita  income  remains  10  per  cent  above  the  national  average. 

The  Territories:  The  results  for  the  Territories  must  be  considered 

directionally  ipdicative  only.  The  results  do  suggest,  however,  that  a  very 
mild  recession  is  experienced  in  the  Territories. 

RDP 


Construction  output  declines  7  plus  per  cent  in  1982,  but  grows 
briskly  thereafter. 

Transportation  and  storage  services  also  decline  about  7  per  cent  in 
1982,  but  recover  quickly. 

While  difficult  to  measure  exactly,  Beaufort  development  in  the 
1980s  and  1990s  would  appear  to  make  a  major  impact  on  growth  in 
the  Territories. 
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